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The Commission is also obliged to ensure that telephone rates are "just, reasonable.

and affordable", and that telecommunications_carriers do not "...use services that are

not competitive to subsidize services that are subject to competition."

4. Are these goals and objectives reflected in the Commission's Notice of Proposed

Rulemaking? Yes, but only incidentally and by no means adequately. They are

identified in introductory parts of the Notice, but are noticeably absent in the paragraph

(number 24) in which the Commission sets forth the factors it believes a system of cost

allocation must balance and to which the notice repeatedly refers subsequently in

solicitation of respondents' comments, suggestions, and views. The factors noted in

paragraph 24 of the Notice refer to simplicity, adaptability, uniform applicability and

consistency with economic principles of cost-causation. Except for the latter, these

factors relate to administrative matters that, while important, are secondary to the

public's real stake in this proceeding and to the policy goals enunciated by Congress.

5. Why is it important for the Commission clearly and fully to express its goals in this

proceeding? It is critical for several reasons. First, the Commission is undertaking to

implement a new law with novel statutory language Thus, its actions here will

constrain the Commission's options in other dockets and serve as precedent for

subsequent proceedings in which similar issues -- allocation of costs among services

with differential degrees of competition -- are at stake. Second, without a clear and

complete statement of its public interest objectives, there is no way to evaluate -- in

principle or empirically -- the sufficiency of the rules it adopts. Clarity and completeness

are required to assure that the Commission's rules are accountable in terms spelled out

by the new Act. Third, and most importantly, the goals set out by Congress are

sometimes in conflict and require the Commission to weigh carefully their relative

importance and to assure that they are properly balanced. Only by clear expression of

its goals, and their relative weights. can the Commission and the public be assured that
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parties have an opportunity to proffer material analysis that is fully informed by decision

criteria the Commission will actually use.

6. How would you respond to the Commission's invitation to suggest additional goals

and purposes to be considered in this proceeding? For the reasons above, I would

urge the Commission to be as concise, complete and explicit as possible. To assure

that the purposes of the Act are reflected in the Commission's deliberations and

decisions, to provide clear direction to parties submitting policy analyses and to assure

that the Commission's final rules can be evaluated for consistency with the

Commission's construction of the "public interest" it is advisable to include the following

goals:

• Promoting development of competitive video alternatives;

• Encouraging investment in new technologies and infrastructure;

• Streamlining regulation;

• Providing consumers alternative information and entertainment services;

• Providing regulatory clarity and administrative simplicity; and,

• Guarding against subsidy of competitive services by monopoly network

services.

Taken together and correctly administered. these goals reflect more or less fully

Congressional purpose and constitute the elements of a "public interest" or "social

welfare" function that can be optimized by the Commission's rules in this proceeding.

These goals are not always mutually consistent and require the Commission to weigh

them and balance them. In balancing goals, it is important for the Commission to make

very explicit the trade-offs involved and the basis for its judgments.

7. Why does the foregoing list exclude, notwithstanding its inclusion in the
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Commission's notice, the goal of "consistency with the economic principles of cost

causation" as a goal of this proceeding? There are two reasons. First, I regard use of

"cost causation" to determine common cost allocation as a means of policy rather than

as a policy objective. A survey of the Commissions' past ratemaking and costing rules

and proceedings will confirm that cost causation as a determinant of "just and

reasonable rates" is a) as frequently absent as it is in evidence and b) when present,

cost causation is almost invariably treated as one among several cost allocation and

ratemaking criteria. Second, and most importantly. cost causation -- as it pertains to

construction and operation of telecommunications networks -- is for practical purposes,

simply unverifiable. Assuming a single service is the "cause" of a particular investment

decision and the reason for incurring a companion complex bundle of associated

expenses is not defensible without reference to and analysis of more information than

normally available to regulators. Any economic or engineering study that prospectively

allocates common costs to services or users by their purported "cause" is purely

speculative. All such "causal" allocations require information about future states of the

business -- technology, markets, corporate objectives and opportunities -- that is not

known or knowable by outside analysts.

8. Could you elaborate, in the specific context of the issues in this proceeding, the

basis for concluding that "causation" is not verifiable for cost allocation purposes? The

Notice seeks to determine how best to recover joint and common costs of multipurpose

telephone networks from regulated and nonregulated services. Future network

investment costs will be for the most part common to the full array of services provided,

irrespective of their regulatory status. Thus, it is increasingly important for the

Commission to recognize that in the current technological and market environment,

there is no one-to-one causal relationship between network investment and expenses

and the "demand" for a particular service or by a particular class of uses or users.

Decisions to invest in telephone networks are the result of many forces, most of which
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are not reducible to simple statements about unidirectional, unilateral, customer class

causation. Investment is driven by the need a) to replace, b) to modernize, and/or c) to

expand existing plant. These requirements "originate" in several places and with more

than one class of use or user. Moreover, several alternative investment programs that

meet these requirements are feasible. The result of these considerations is to render

determination of cost causation a highly subjective undertaking and one more akin to

philosophy than economics

To illustrate, consider the "causes" of the migration of telephone networks from analog

facilities, optimized for voice transmissions, to a multipurpose, digital plant capable of

serving numerous future applications -- some foreseeable, some not. The

transformation is driven not by the demand for any particular application, but by the

general cost and services advantages in all applications of digital vis-a-vis analog

technology and by a largely undifferentiated user demand for the advantages of digital

networks. "Digitization" serves a variety of applications, some of which can be

identified a priori as cost causers, but many of which remain to materialize.

The Commission will require unprecedented prescience to determine, even

approximately, what percent of future telco investment and expenses incurred for the

general purpose of, say, "creating a ubiquitous full service digital network" is caused

by, and should be allocated to, a specific subset of the potential applications of such a

network. Making such allocations is not a matter of applied economics, but a matter of

pure conjecture.

9. What about allocating common costs according to usage or in proportion to the share

in which direct costs are incurred? All ex ante, regulatory assignments of common

costs are essentially arbitrary. There is no economically relevant or public policy useful

information in usage data, when costs are in fact independent of usage. If costs are not
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traffic sensitive, allocating them by relative use is to substitute a fiction for fact. More

importantly, allocating costs by relative use when they do not vary according to use is to

assure a misallocation of resources and serious inefficiencies. Similarly, allocating

common costs according to relative shares of costs directly allocated is a convenient

bookkeeping device that bears no known relation to the Commission's objectives in

general, nor to economic welfare more particularly. While both allocators may be

recommended by their convenience and by their ease of calculation and administration,

that advantage is more than offset by the cost of the inefficiencies they are sure to

spawn.

While regulatory cost allocations are essentially arbitrary, they have not

historically been without purpose. To the contrary, the cost allocation pattern

developed historically by the Commission in countless proceedings involving

jurisdictional separations, toll settlements, division of revenues, costing for determining

interexchange carrier competitive rate responses, depreciation schedules that allocate

costs over time, and others have in each case been driven in the first instance by

clearly stated and widely understood Commission policies and intentions.

10. Please elaborate on your conclusion that administrative assignments of common

costs are arbitrary. I cannot overemphasize the clarity and policy importance of that

conclusion. Market forces allocate costs retrospectively. While cost accountants

practice business line accounting, those allocations provide, at best, only general

gUidelines for pricing. Prices of different services are determined by the market and

those market-determined prices result in absorption of common costs in varying shares

by various product lines These market-determined allocations are in sharp contrast to

administered cost allocations, which may be used as the basis for influencing relative

prices. Prices determined under the influence of administered cost allocations will

almost certainly not be the same as if determined subject only to forces in the

Darby Associates

Washington, DC



Darby Declaration -- Page 8

marketplace. Nor will they have the same economic -- static or dynamic -- efficiency

properties.

Prospective cost allocation as contemplated in this proceeding leads in essence to

pressures for a division of the market and determination of market share, not by the

relative abilities of competing technologies, firms and services to satisfy user needs, but

by the force of whatever arbitrary cost allocation convention the Commission chooses.

In essence, allocation of costs by regulation revises the sequence of normal market

processes. In competitive markets, competition determines prices, market shares and

the allocations of common costs. The Commission is being urged to adopt an

approach to cost allocation that will constrain the determination of relative prices, which

in turn will influence expected market shares, earnings, and risks, thereby distorting

demand-driven investment patterns.

The Commission's notice provides little or no support for relying on this "revised

sequence" -- moving from cost allocations to prices, rather than from prices to cost

allocations. Nor, does the Commission spell out the economic welfare implications or

public policy rationale for usurping the central role of markets. In the context of the

ubiquitous competitive forces likely to emerge in all markets as a result of the open

entry, pro-competition provisions of the 1996 Act and of the existence of its price-cap

scheme of earnings control, it is not at all clear what economic and market models the

Commission is relying on to rationalize the need for interfering with competitive market

processes.

11. You placed last on your list the goal of "guarding against subsidy of competitive

services by monopoly network services". Isn't that an important objective? It is a very

important objective, but I believe the Commission's current rules adequately ensure that

carriers have little economic or financial incentive to practice systematic cross-subsidy
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from "monopoly network services". The theory of "predatory" cross-subsidy on which

past Commission costing decisions has been based holds that regulated firms have an

incentive to load costs onto regulated services and thereby to underprice unregulated

services to the disadvantage of ratepayers in regulated markets and competitors in

unregulated markets. The validity of the theory depends critically on the form of rate

and earnings regulation

Under rate of return regulation -- a cost plus scheme of earnings control -- costs initially

allocated or shifted to regulated services can be recovered on a dollar for dollar basis

from users of regulated services. However, under the present scheme of regulating

prices through price-indexed caps, carriers are not assured to be able to recover all

costs, including common costs. The key feature of price-cap regulation is complete

separation between regulated prices and firms' production costs. Thus, under price

caps there is no guarantee that revenues from regulated services will cover all costs

This implies that improperly shifted costs will have to be borne by shareholders. In

short, the Commission's current price cap regulation is widely regarded by analysts,

both within and outside the Commission, as assuring that regulated carriers have no

financial incentive to shift costs from unregulated to regulated lines of business.

Indeed, the prospect for eliminating the cross-subsidy incentive was a bedrock rationale

for Commission adoption of price cap regulation in place of rate of return methods of

earnings control.

Furthermore, it is no longer the case that the set of regulated services can automatically

be regarded as amenable to monopoly pricing behavior, The gradual erosion of

incumbents' market power in various local telephone markets will be accelerated as the

open entry and interconnection provisions of the Act of 1996 are realized. Thus, both

actual and potential competition will serve as a market constraint on incumbents' ability

to practice uneconomic cost allocations
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12. Could you elaborate, in context of the cost allocation issues, on the effects of the

provisions in the new Law respecting open entry into local exchange markets? The

theory of cost shifting depends in the first instance on the existence of markets in which

incumbents have market power and/or are regulated according to cost-plus forms of

rate and earnings control As indicated above, and recognized on numerous

occasions in past Commission orders, price cap regulation eliminates the latter

condition. Moreover, the new Act, and Commission proceedings initiated to implement

it, are clearly designed to eliminate both the ability and incentive of local exchange

carriers to shift costs to regulated services. The practical effect of the unbundling,

interconnection, resale and other provisions of the Act will be to strip local exchange

carriers of the degree of market power in the provision of regulated services necessary

to support either the incentive, or the ability to practice uneconomic cost shifting

inimical to the public interest

13. What is the public's stake in the allocation of telco common costs between video

and voice services? Cost allocations between telco and cable services are two-edged

swords and require balancing and trading-off between two conflicting goals. One goal

is to prevent "cross-subsidization" of telco-provided cable services. However, as

indicated above, protecting against cross-subsidy is not necessary in a price-cap

regulatory environment, particularly in a market that is assured soon to be fully

"contestable" as it is opened to full and fair competition in accordance with the new Act.

Moreover, the public's interest in cost allocation and rates is not exhausted by

consideration of potential for cross-subsidy There are several negative effects on the

public interest of cost allocations, if coupled with adminstrative reductions in telcos'

rates for existing services These negative effects include:

a. Reduction in the effectiveness of telco competition in disciplining cable system

provision of video services. Specifically, as the share of telco common costs allocated
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to video services is increased, several negative effects may be expected:

• Upward pressure on telco provided video services and

consequent higher cable rates:

• Competitive pressures on cable systems will be lessened,

thereby leading to negative effects on i) the quality of cable service,

ii) static operating efficiency of cable systems, iii) the diversity,

extent and quality of cable programming, and, iv) the incentive

generally of cable systems to be innovative and responsive to

consumer needs.

b. Reduced incentives of telcos to invest and to take risks in the video services

market and otherwise to provide competitive challenges to incumbent monopoly cable

service providers. This will have the practical effect of slowing the rate of technological

evolution of local telephone networks and the rate of development of advanced

broadband networks, in direct contradiction to one of the main goals of the new

Telecommunications Act

c. Increased risk and reduced likelihood of competitive entry into the provision of

local telephone services by CLECs and other access providers. The practical effect of

loading common costs onto telco services competitive with cable will clearly be to dilute

the market-based business case for telco video investment and will tend to encourage

telcos to price other (regulated or unregUlated) services at entry deterring levels. The

irony is that loading common costs onto cable services thrusts the Commission into the

position of encouraging the equivalent of what might otherwise be considered, if they

were initiated by incumbents, "limit pricing" deterrents to new competitive entry into

other services. Placing regulatory barriers to telco entry into the local video

marketplace is difficult to justify on public policy or economic welfare grounds, and has

not been rationalized, so far as I can tell. by the Commission.
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14. What will be the effect of the proposed allocation on the development of broadband

networks by the telcos? Video entertainment service that competes directly with cable

system offerings is just one of many broadband services that may be provided by a

modern digital, high capacity telephone network Business demand for high speed data

transfer and for videoconferencing, for example, may be addressed by such a network.

Institutional demands for varying applications from telemedicine to distance learning to

electronic library services may also be addressed And, a common complaint of

Internet and other electronic information transfer services users is the narrow bandwidth

available in the local exchange network. Many of the new and innovative services

identified in discussions of the "National Information Infrastructure" and the "Information

Superhighway" are dependent on the development of high-speed, high capacity, local

broadband networks.

Arbitrarily allocating unduly large proportions of common broadband network costs to

telco provided, cable-system-competitive, video entertainment services,and

administratively imposing corresponding reductions in rates for exisiting services, will

slow down, limit, discourage and otherwise tend to deter telco investment in such

networks. The result will be to deprive, or defer the availability to, users in other

addressable markets of the benefits of ubiquitous broadband systems.

15. How will the allocation impact carrier earnings from services regulated under price

caps and what effect will that have on te/cos' incentives to invest in facilities to support

introduction of new information and video program services? The impact on carrier

earnings will depend, for the most part, on whether the Commission treats the allocated

costs as "exogenous" and for that reason requires a commensurate downward

adjustment in the LEC's price cap index. The practical effect of requiring such an

adjustment and concomitant reduction in expected earnings from regulated services

would be to discourage carriers from making any "dual purpose" investment that would
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support both regulated and unregulated services. Requiring a downward price cap

index adjustment, of any magnitude, to reflect cost allocations from fungible investment

in telco plant is to impose a penalty on investment to modernize and expand network's

current capacity to permit provision of new information and video services. In

calculating the marginal impact on shareholder value of any incremental, fungible

broadband investment, telco network planners and investment managers would be

required to reduce the expected return from the investment by the amount of the

reduced earnings on regulated services. This broadband investment "penalty",

realized through reduced earnings on regulated services, would of course discourage

such investment. On the margin, this penalty might very well be the determining factor

in what is already likely to be an uncertain and risky undertaking. Thus, exogenous

treatment of allocated common investment costs could very well chill investment in

broadband systems and drive scarce capital into other pursuits.

Nor, should the Commission be tempted to balance this clear negative investment

incentive with arguments that users of regulated services are "entitled" to benefits from

economies of scope associated with investment supporting provision of regulated and

unregulated services. The mechanics of price caps assure ratepayers will benefit from

all economies, or productivity increases, including scope economies. The productivity

offset in the price cap adjustment formula assures that users of regulated services gain

from productivity increases in carrier economies of scale, scope, or other operating

efficiencies. In view of the clear negative investment incentives sure to accompany

exogenous treatment, there is no net gain in consumer welfare from singling out the

efficiencies from telco broadband investment and to double count the associated

productivity gains.

Finally, requiring change in the price cap index each time carriers offer a new

unregulated service or expand the output of existing ones is to invite an administrative
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fiasco that directly contradicts both the Commission's desire to "keep it simple" and the

Congressional mandate to scale back unneeded, burdensome regulation.

16. What steps might the Commission take to meet its statutory obligations to promote

competition in video markets, to encourage investment in new technologies and to

maximize consumer choice of services that best meet their information and

entertainment needs? The Commission must recognize at the outset that investment

by telcos sufficient to assure widespread deployment of systems capable of providing

effective competition for cable system video services will require substantial outlays of

investment capital and that such investment would be marked by enormous market

uncertainty and financial risk. It is not at all clear that the market will support such

investment, or in what measures, or in what time frames. What is clear is that the rules

adopted in this proceeding will influence each of the financial components -- risk, return

and growth -- by which sound management practices require such investments to be

evaluated. Given the enormous market-based, uncertainty and investment risk

associated with broadband network deployment, and other attractive investment

opportunities open to the LECs, even minor miscalculations by the Commission will

have substantial and far-reaching impacts on the rate and level of carrier broadband

investment. To assure that its rules meet statutory obligations, the Commission should

solicit and analyze evidence of the kinds suggested by the following illustrative terms of

inquiry:

• Given the extensive set of investment requirements and other

opportunities available to telcos, and the conditions of demand and supply

in the local video marketplace, what. and how compelling, are telco

incentives to invest in ubiquitous local broadband capabilities?

• What prospective economic and financial (dis)incentives most influence
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telco decisions to invest and how are those impacted by the rules at issue

in this proceeding? Specifically, what effect will each of the cost allocation

alternatives set forth in the Notice have on the goal of encouraging new

broadband investment and competition for incumbent cable monopolists?

• What effect will encouraging or discouraging telco broadband

investment have on a) competition in local video markets, b) the incentive

of cable system operators to modernize cable plant and to provide viewer

options, c) the expanded universal service goals of the new

Telecommunications Act and d) overall consumer economic welfare?

• What kinds of risks to the achievement of other policy goals should the

Commission be willing to undertake on behalf of the public to assure

adequate incentives for telcos to undertake widespread deployment of

broadband networks?

17. Does the Commission's Notice solicit such information? Not specifically. Nor are

the general terms of the Inquiry likely to call forth the information necessary for a

reasonably complete evaluation of the effect of various costing alternatives on telco

broadband investment incentives or on future competition and economic performance

in local video distribution markets.

18. But, what are the prospects for development of broadband, two way cable systems

to address those markets? The cable industry is of course pursuing that option with

varying degrees of commitment and intensity.. Some cable systems will probably

develop such networks in the future. Many will not There is no reasoned public policy

basis, however, for handicapping new competitors to assure that cable operators can

develop such systems free from the rigors of an openly competitive marketplace and
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the discipline of rival technologies. There is every reason to commend the financial

management skills of the cable industry. However, my assessment of the current

financial strength of the cable industry, combined with my understanding of the financial

and technical requirements of modernizing existing cable networks, suggests to me that

the public will be served best by a policy that gives both cable systems and telcos the

opportunity and incentive to build competing networks. Stripping either of the option will

undoubtedly slow the pace of development of local broadband networks and defer the

availability to users of advanced, broadband services of all stripes. The Commission

should trust the marketplace and provide incentives. not protection, to cable systems

and telcos alike.

19. What effect, if any, will differential application of cost allocation restrictions to cable

systems and telephone companies have on economic welfare and infrastructure

development? Cable systems electing regulation according to benchmark (price cap)

regulation are generally exempt from cost allocation rules because of the Commission's

explicit recognition that the benchmark system is concerned with prices, not costs.

Thus, the offer of telephone services by a "benchmark-regulated" cable system would

not be subject to regulatory cost allocations and artificial. nonmarket barriers to cost

recovery. This circumstance, paired with a Commission determination to allocate

common telephone network costs to video services as a means of assuring fair

competition in the video market, would protect cable companies' video market shares

and may create pressures leading to artificially and unnecessarily high rates for video

services. Under current rules, there is no regulatory barrier to prevent cable companies

from allocating large shares of common costs to video services and only modest shares

to telephone services produced in common with video services over modernized cable

networks. The result of this asymmetric regulation would be to encourage cable entry

into telephony, while protecting cable systems video revenue streams from telco entry.
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There is no clear public interest basis for this result and none is articulated in the

Notice. The Commission can eliminate the regulatory asymmetries by bringing the

telco regulatory costing regime into line with the one established previously for cable

systems. Reciprocal entry into each others markets, a goal spelled out in the Act of

1996, can best be encouraged by eliminating artificial cost accounting and ratemaking

barriers to competitive entrants and the introduction of new services in all markets.

Dissimilar treatment of cable entry into telephony and telco entry into video services

cannot, so far as I can determine, be rationalized on welfare economics grounds. Both

telcos and cable companies have market power in their primary lines of business -

voice telephony and video transmissions, respectively -- and the goal of competition

policy should be to dissipate that power by encouraging new facilities based entry. To

repeat, the Commission should trust in market place incentives, not protection from

competition, to impel the investment programs of cable systems and telcos alike.

20. How will consumer welfare be affected by different allocations of te/co costs

between video and voice services? There is no single, nor simple answer. The impact

will vary from consumer to consumer and between the short run and the long run.

Consumers pay common network costs in a variety of ways. Each telephone network

service is priced to include some share of common network costs. Most households

buy both cable television services and telephone services. For such households the

allocation of common telephone network costs between regulated voice and

unregulated video services is largely a matter of indifference. Reallocating costs

between services leaves unchanged that household's total communications bill. Cost

(re)allocations merely alter the composition of the bill among different services. Cost

"shifting" between two services in the household consumption basket, leaves household

real income and welfare practically unchanged Households using only one of the
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services will fare differently. Some will benefit from reallocating costs, but at the

expense of others. But, ignoring distributional effects and avoiding the pitfalls of

interpersonal utility comparisons, the net impact on economic welfare is zero.

Notwithstanding the benign short run consumer welfare effects, a given cost allocation

program will have more substantial long run consequences through its impact on

investment and infrastructure development In an increasingly competitive local

telecommunications environment, with open entry in both video and voice markets, cost

allocations will influence the financial and investment profile of different network

configurations and services. Cost allocations influence margins, expected earnings,

risk and growth prospects in each business line and will through those have an impact

on incentives to invest. Cost allocations are a means of influencing both the level and

structure of infrastructure investment and, by those means. they will affect long run

economic welfare.

21. What is the economic policy basis for differentiating between "ratepayers" -- as

users of regulated voice services -- and users of nonregulated services? From an

economic analysis point of view, classifying consumers as ratepayers and users of

unregulated services is to create a distinction where there are frequently no differences.

Most consumers use both regulated voice and unregulated video services. The basis

for the distinction is disappearing, inasmuch as both classes of service are likely to be

quite competitive in the future and, secondly, as noted above, price cap regulation has

eliminated the distortive incentive effects of rate of return regulation and has thereby

rendered moot traditional reasons for differentiating regulated and unregulated

services. Thus, market changes and regulatory changes are eliminating the need for

making such distinctions in policy proceedings

22. What is your view of the Commission's proposal to adopt a fixed allocator to assign
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an arbitrary share of common costs to video services? The Commission's tentative

conclusion to establish allocation factors of fixed proportions to regulated and

unregulated services on grounds of simplicity, auditability, and uniformity is not

supported by the facts of cost accounting, inasmuch as even fixed allocators still leave

substantial record keeping obligations to carriers and a host of questions about what

accounts will be so divided, how and what kinds of records must be kept, and other

costly administrative determinations. But, aside from the "false" simplicity and

administrative ease of fixed allocators, their adoption does not, per se, address the

broader and more important public policy implications of alternative cost allocations.

The facts are that too large an allocation to unregulated services will discourage telco

investment in broadband systems and reduce the Incentives of incumbent cable

companies to meet consumer needs and otherwise to respond to competitive market

forces. A priori, there is no way to determine whether a particular fixed allocator is

sending the "correct" market signals to either telco or cable system managers. The

fixed allocator approach risks being distorted to protect incumbent video suppliers and

denying consumers the benefits of additional video alternatives and greater competition

in the marketplace.

23. What specific, quantitative impact will different fixed common cost al/ocators -- say

20%, 50% and 70% -- between regulated and unregulated services have on the size,

distribution and timing of telco investment in broadband systems and the effectiveness

of future telecom competition to incumbent cable service providers? I do not know. My

best efforts are reflected in the qualitative statements above. I am not aware of any

studies in which that is the principal question framed. But, more importantly, I do not

believe the Commission will have sufficient facts and analysis at its command in this

proceeding to be able to quantify reliably the effect of a given fixed allocator on the

development of new broadband infrastructure and competition in video services

provision. I expect also that the variance of the distribution of possible impacts is quite
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high, thereby rendering quite risky to the achievement of Congressional goals, either

guessing at the effect of fixed allocators on broadband investment or simply ignoring

such effects.

24. What would be the effect of eliminating regulatory cost allocations entirely and

permitting markets to do the job? Markets allocate common costs quite routinely in the

unregulated sector and, apparently, without much notice or concern by consumers. The

production of food, housing, medical care, transportation, fuel, entertainment and

numerous other staples in the average household budget takes place without reference

to regulatory cost allocations of the kind being considered here. Thus, administrative

cost allocations are by no means necessary to the functioning of a market economy,

even though firms routinely and extensively participate simultaneously in sub-markets

with differential degrees of competition. Further. there is no evidence from those

sectors -- despite the wide range of diversification among firms and in degrees of

competitiveness from one market to the next -- that regulatory cost allocations, the

resulting potential distortion of relative prices and skewed investment incentives would

do a better job of serving national economic goals Left to their own devices, markets

will assure common cost recovery in a variety of ways, none of which can be fully

anticipated and readily replicated by administrative processes. Market based cost

allocations reflect fully the entire complex of technological and economic factors

underlying market supply and demand curves. Firms' discretion over price and

common cost allocation is limited by competition as reflected in demand elasticities and

available substitutes. A firm's ability to manipulate prices and cost allocations is limited

by available substitutes in the marketplace Successful implementation of the new Act

will assure that actual and potential competition will constrain carrier pricing options in

all markets. Adoption of price cap regulation has already eliminated regulatory

incentives for carriers to manipulate cost allocations and prices to the detriment of

consumers of either regulated or unregulated services.
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June 11,1996; Washington, D.C.
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caused the foregoing Reply Comments to be ~~f'rv,~d hy fr!:.t-class mail, postage

prepaid, to the parties listed on the attached ser/ll" ',,'

~'I/ P Z;'~. .:1/_' r~
Bonnie H Carpent



Mary E. Newmeyer
ALABAMA PUBLIC SERVICE COMM'SSION (APSe)
100 N. Union Street
P. O. Box 991
Montgomery, Alabama 36101

Michael J. Karson
AMERITECH OPERATING COMPANIES

(AMERITECH)
Room 4H88
2000 West Ameritech Center Drive
Hoffman Estates, IL 60196·1025

Mark C. Rosenblum
Ava B. Kleinman
seth S. Grose
AT&T CORP. (AT&T)
Room 3245F3
295 North Maple Avenue
Basking Ridge. NJ 01920

Lealie A. Vial
Edward Shakin
BELL ATLANTIC TELEPHONE COMPANIES
(BELL ATLANTIC)
1320 North Court House Road
Eighth Floor
Arlington, VA 22201

Janice Obuchowski
BROADBAND TECHNOLOGIES, INC.
Halprin, Temple, Goodman &Sugrue
1100 New York Avenue
Suite et50East
Washington, DC 20005

.Jerry Yanowitz
effrey Sinsheimer

CALIFORNIA CABLE TELEVISION ASSOC.
(CCTA)
4341 Piedmont Avenue
Oakland, California 94611

:-ll0rnas R. Nathan
COMCAST CORPORATION
1500 Market Street
Philidelphia, PA 19102-4735

Frank W. Lloyd
Donna N. Lampert
CONTINENTAL CABLEVISION, INC.
Mintz, Levin. Cohn. Fenis, Glovsky & Popeo
701 Pennsylvania Avenue, N.W.
Suite 900
Washington. DC 20004

Werner K. Hartenberger
Laura H. Phillips
l~OX COMMUNICATIONS, INC. (COX)
Dow, Lohnes & Albertson
1200 New Hampshire Ave., N.W. - Suite 800
Washington. DC 20036

Greg Krasovsky
FLORIDA PUBLIC SERVICE COMMISSION

(FPSC)
101 East Gaines Street
fallahassee, FL 32301



Kathy L. Shobert
GENERAL COMMUNICATION, INC. (Gel)
Suite 900
901 15th St., N.W.
Washington, DC 20005

Richard McKenna, HQE03J36
GTE SERVICE CORPORATION (GTE)
P. O. Box 152092
Irving, TX 75015-2092

Michael T. Skrivan
HARRIS, SKRIVAN AND ASSOCIATES (HSA)
8801 S. Vale, Suite 220
Tulsa, OK 74137

Lawrence Fenster
MCI TELECOMMUNICATIONS CORPORATION

(Mel)
1801 Pennsylvania Ave., N.W.
Washington I DC 20006

Daniell. Brenner
Neal M. Goldberg
David L. Nicoli
NATIONAL CABLE TELEVISION ASSOCIATION ..

INC. (NCTA)
1124 Massachusetts Ave., N.W.
Washington, DC 20036

Maureen O. Helmer
NEW YORK STATE DEPT OF PUBLIC

SERVICE (NYDPS)
r-..lbany, New York 12223

Campbell L Ayling
NYNEX TELEPHONE COMPANIES

(NYNEX)
1~ 11 Westchester Avenue
White Plains, NY 10604

Lucille M. Mates
Sarah Rubenstein Thomas
April J. Rodewald-Fout
PACIFIC BELLAND NEVADA BELL

(PACIFIC TELESIS)
140 New Montgomery Street, Rm 1522A
San Francisco California 94105

Philip F. McClelland
'[NNSYLVANIA OFFICE OF CONSUMER

ADVOCATE (PaOCA)
Office of Consumer Advocate
1425 Strawberry Square
Harrisburg, PA 17120

Peter Arth, Jr.
Edward W. O'Neill
Helen M Mickiewicz
PEOPLE OF THE STATE OF CALIFORNIA
'\ND THE PUBLIC UTILITIES
COMMISSION OF THE STATE OF
CALIFORNIA (CALIFORNIA OR CPUC)
505 Van Neww Avenue
San Francisco, CA 94102



Joe D. Edge
Sue W. Sladek
PUERTO RICO TELEPHONE COMPANY (PRTC)
DRINKER BIDDLE & REATH
901 Fifteenth Street, N.W.
Washington, DC 20005

Kenneth C. Howard, Jr.
Michael Ruger
SCRIPPS HOWARD CABLE COMPANY

(SCRIPPS HOWARD)
Baker & Hostetler
1050 Connecticut Avenue, NW
Suite 1100
Washington, DC 20036-5304

Rodney L. Joyce
GINSBURG, FELDMAN & BRESS
SOUTHERN NEW ENGLAND TELEPHONE

COMPANY (SNET)
1250 Connecticut Ave., N.W.
Washington I DC 20036

Robert M. Lunch
Durward D. Dupre
Jonathan W. Royston
SOUTHWESTERN BELL TELEPHONE COMPANY

(SWBT)
One Bell Center, Room 3520
St. LOUis, Missouri 63101

Jay C. Keithley
SPRINT LOCAL TELEPHONE COMPANIES

(SPRINn
1850 M Street. N.W.
Suite 1100
Washington, DC 20036

Brian Conboy
Theodore Case Whitehouse
nME WARNER CABLE (TWC)
Willkie. Farr &Gallagher
Th ree Lafayette Center
1155 21st Street, N.W
Washington DC 20036

Sondra J. Tomlinson
US WEST, INC. (U S WEST)
Suite 700
1020 19th Street. N.W.
Washington, DC 20036

Mary McDermott
Linda Kent
CharlE~S D. Cosson
Keith Townsend
UNITED STATES TELEPHONE ASSOC.

(USTA)
1401 H Street, N.W. - Suite 600
Washington, DC 20005

Robert C. Caprye, Manager
GVNW, INC.
7125 S W Hampton Street
Portland, Oregon 97223



Craig T. Smith
SPRINT LOCAL TELEPHONE COMPANIES

(SPRINT)
P O. Box 11315
Kansas City, MO 64112

Madelyn M. DeMatteo
Alfred J. Brunetti
SOUTHERN NEW ENGLAND TELEPHONE CO.

CSNET)
227 Church Street
New Haven, CT 06506

Gail L. Polivy
GTE SERVICE CORPORAriON (GTE)
1850 M Street. N.W.
Suite 1200
Washington, DC 20036

Margaret E. Garber
PACIFIC BELL AND NEVADA BELL

(PACIFIC TELESIS)
1275 Pennsylvania Avenue, N.W
Washington, DC 20004

Philip L. Verveer
Gunnar D. Halley
NATIONAL CABLE TELEVISION ASSOCIATION.

INC. (NCTA)
Wlilkie, Farr & Gallagher
Three Lafayette Center
1155 21st Street, N.W.
Washington. DC 20036

:Jonna N Lampert
.lames J Valentine
CALIFORNIA CABLE TELEVISION ASSOC.

(CeTA)
r.Aintz, Levin, Cohn, Ferris. Glovsky &

Popeo, P.C.
101 Pennsylvania Ave., N.W.. Suite 900
Washington, DC 20004-2608

Emily C. Hewitt
Vincent l. Crivelfa
\I1ichael J. Ettner
GENERAL SERVICES ADMINISTRATION
18th &F Streets, N.W. - Room 4002
Washington, DC 20405

Paul Rodgers
Charles D. Gray
James Bradford Ramsay
NATIONAL ASSOCIATION OF
REGULATORY UTILITY COMMISSIONERS
1102 ICC Building
P. O. Box 684
Washington. DC 20044

Robert J. Sachs
Margaret A Sofio
James G. White, Jr
CONTINENTAL CABLEVISION, INC.
Lewis Wharf, Pilot House
Boston. Massachusetts 02110

Brenda L. Fox
~aNTINENTALCABLEVISION, INC.
1320 19th Street. Suite 201
Washington, DC 20036



Leonard J. Kennedy
COMCAST CABLE COMMUNICATIONS, INC
ADELPHIA COMMUNICATIONS CORP.
Dow, Lohne. & Albert.on
1200 New Hampshire Avenue, N.W
Suite 800
Washington, DC 20036

John B. Glicksman
ADELPHIA CABLE COMMUNICATIONS (ADELPHIA)
Five West Third Street
Coudersport, PA 16915


